PHI LI PPI NES ECONOM C WRAP- UP
FEBRUARY 3-9, 2001

Qur sonmewhat |onger report this week, in addition to the
usual forex, interest rate and stock market reports,

i ncludes an itemon how the governnent intends to operate
for the next few nonths w thout a new budget. W also
report on other econom c business the Congress failed to
conpl ete before recessing on February 8, including a 2001
budget and a power sector restructuring bill. January
inflation accelerated significantly, as firns yielded to
cost-push pressures. Acconpanying the new adm ni stration
are a few new i nvestnents, including the reopening of the
Norkis plant in Cebu (we reported its closure back in our
Decenber 8 edition). W note the continued rise in the
commer ci al banking sector's non-performng |loan ratio
(and the expectation that the trend has not yet peaked).
Finally, we report on how the rehabilitation of Urban
Bank has been stalled by the m asna of scandal s
surroundi ng former President Estrada.

These weekly reviews are avail able on the Enbassy's web
site (http://usenbassy.state.gov/manila). W provide a

| onger and nore detailed review of the Philippine econony
in our Cctober Economi c Qutl ook, which is also avail able
on our web site. The next edition of the Qutl ook has
been revised to reflect recent political devel opments and
shoul d be avail abl e next week.

MARKET AND POLI CY DEVELOPMENTS
Forex Report
Credit Market Report
Stock Market Report
2000 Budget Re-Enacted, Supplenental Budget Pl anned
Congr essi onal Session Ends Wth Unfinished Business
January Year-On-Year Inflation Accelerates To 6. 9%



| nvestnents Materialize Wth New Busi ness Confi dence
Novenber 2000's Non-Perform ng Loan Ratio at 16.23%
Bank Merger/Rehab Stalled By Controversy

The Phili ppi ne peso strengthened sonewhat agai nst the
dollar this week. Traders credited weak corporate denmand
for dollars as well as increased inflows for equity

i nvestnments as hel ping to support the currency. Traders
predi cted the peso could recover to trade at bel ow

P48/ US$ by early next week. Overall, the peso ended the
week at P48.20/US$, a 1.87% strengthening fromits
February 2 close of P49. 12/ USS.

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)

JAN 01 Mar ket s Cl osed

02 51.294 51. 000 84.0
03 51. 025 51. 040 128.5
04 50. 953 50. 970 126. 2
05 51.092 51. 000 145.5
JAN 08 50. 939 50. 940 93.0
09 50. 902 50. 935 77.0
10 51. 064 51. 150 112.0
11 51. 325 51. 325 149. 5
12 51. 460 51. 590 99. 6
JAN 15 51. 978 52. 400 134. 1
16 52. 649 52. 780 158.0
17 54. 808 54. 625 70.0
18 55.013 54. 790 118.5
19 53. 357 47.500 101. 6
JAN 22 48. 207 49. 300 188. 3



23 49. 750 49. 200 122. 2
24 48. 473 48. 350 150. 0
25 48. 638 48. 840 116.0
26 49. 321 49. 720 124. 3
JAN 29 49. 676 49. 480 126.0
30 49. 412 49. 600 110.6
31 49. 221 48. 975 99.4
FEB 01 49. 150 49. 160 168. 0
02 49. 215 49. 120 118.0
FEB 05 49. 161 49. 110 62.5
06 48. 857 48. 610 161.0
07 48. 706 48. 580 139.1
08 48. 284 48. 250 187.5
09 48. 052 48. 200 120. 6

Source: Bankers Associ ation of the Philippines

Led by | ast week's Bangko Sentral ng Pilipinas (BSP, the
central bank) decision to cut overnight rates 50 basis
points, interest rates on 91-day T-bills shed 30.2 basis
points at the Monday auction to settle at 10.863%
However, investors expressed skepticism about the
governnment's ability to continue to keep rates |ow as

| onger-termissues barely noved. The rate on the 182 day
bill fell only 0.7 basis points to 12.174% and the 364-
day bill rate fell only 0.5 basis points to 12.694% A
full award of P1 billion worth of 91-day bills was nade,
but with P1.5 billion worth of each bill tendered, the
Treasury Bureau only awarded P260 mllion and P425
mllion worth of 182-day and 364 day bills respectively.
Nat i onal Treasurer Leonor Briones, presiding over her

| ast auction (newly appointed National Treasurer Sergio
Edeza takes up office this week) blanmed expectations of
hi gher budget deficits for 2001 for banks' desire to bid
rates up. However, at the Tuesday auction of 7-year T-
bonds, interest rates on the |long-term paper fell 125
basis points to 16% a full award of P3 billion was nade
against P4.89 billion in bids.



Auction Date 91 days 182 days 364 days
JAN 02 12. 883 rej ected rejected
JAN 08 12. 598 13. 657 14. 240
JAN 15 12. 365 13. 657 14. 237
JAN 22 11. 760 12. 556 13. 136
JAN 29 11. 165 12. 181 12. 699
FEB 05 10. 863 12. 174 12. 694

Source: Bureau of the Treasury

Prime Lendi ng Rates of 15 Expanded Conmerci al Banks

Dat e of Survey Aver age Range

JAN 04 17. 3220 14.50 — 20.00
JAN 11 17. 1677 14. 50 — 20. 00
JAN 17 17. 1154 14.50 - 21.00
JAN 25 16. 8757 13.50 — 20.00
FEB 01 16. 4046 12.75 — 20.00
FEB 08 15. 8376 12.50 - 19.00

Sources: Bangko Sentral ng Pilipinas; Press reports

STOCK MARKET REPORT

Tradi ng volunmes at the Philippine Stock Exchange were
down markedly this week; the average daily val ue of
shares traded so far this is P1.367 billion, but this
week volunes were barely half that. Nevertheless, the
33-share Philippine Stock Index (PH SI X) recorded mld
gains as investors | ooked for bargains anong bl ue chips.
Brokers, however, suggested that weak earnings
expectations for the first quarter were not exciting much
i nterest anmong investors. Fromits February 2 close of
1669. 85, the PHI SI X crept up 1.54%to close on February 9
at 1695. 59.



Phi |'i ppi ne Stock Exchange | ndex (PH SI X) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)

JAN 01 Mar kets Cl osed

02 1448. 49 379
03 1450. 96 216
04 1475. 11 366
05 1469. 08 302
JAN 08 1494. 38 522
09 1531. 82 682
10 1534. 15 962
11 1515. 89 609
12 1541. 65 798
JAN 15 1567. 93 1910
16 1551. 79 1359
17 1458. 63 1876
18 1438. 21 1114
19 1452. 93 1204
JAN 22 1708. 06 7161
23 1662. 30 2724
24 1665. 43 1153
25 1639. 18 877
26 1708. 18 6074
JAN 29 1686. 28 1319
30 1668. 43 728
31 1687. 00 1159
FEB 01 1669. 13 601
02 1669. 58 616
FEB 05 1652. 08 352
06 1664. 23 652
07 1659. 25 441
08 1683. 44 764
09 1695. 59 995

Source: Philippine Stock Exchange



2000 BUDGET RE- ENACTED, SUPPLEMENTAL BUDGET PLANNED

Refl ecting the results of a nmeeting during the week
between officials of the executive and | egislative
branches, the Philippine Congress adjourned on February 8
w t hout passing a 2001 budget. (Note: In the

Phi |'i ppi nes, the budget year coincides with the cal endar
year.) This nmeans that 2000's P629 billion budget
(technically already in force in the absence of a new
budget authori zation) has been automatically "re-
enacted". The new adm nistration's fiscal planners had
enphasi zed that the P725 billion budget |evel for 2001,
presented by then President Estrada in July 2000, was
unaf f ordabl e. Because of tinme constraints, it also did
not reflect any inputs fromthe new adm ni strati on.

On the other hand, a re-enacted budget would constrain

t he new governnent from i npl enenting new projects and
progranms during the year -- including those for which

of ficial devel opnent assistance (ODA) funds have al ready
been conmtted. Finance and budget departnent officials
told the Enbassy that the conprom se reached was to enact
a "suppl enental " budget when the current Congress
reconvenes fromJune 4-7 to wnd up its work. Before
adj ourni ng, the Philippine Congress had passed a

suppl ement al budget to fund the upcom ng congressi onal
and | ocal elections in Muy.

Fi scal planners also told the Enbassy that the
government's deficit ceiling for 2001 has been officially
set at P145 billion. The inter-agency Devel opnent Budget
Coordi nating Commttee (DBCC) is working on the
governnment's detailed revenue and expenditure targets
towards keeping the full-year fiscal deficit within that
ceiling. President Macapagal -Arroyo's new fiscal team
acknow edges that keeping within that goal will require
revenue collection inprovenents, fiscal austerity, and
careful fiscal juggling (to avoid conprom sing the
delivery of essential services such as health and

educati on).

CONGRESSI ONAL SESSI ON ENDS W TH MUCH UNFI NSHED BUSI NESS



On February 8 the Philippine Congress formally recessed
until early June; the recess marks the informal opening
of the electoral season with all of the seats in the
House of Representatives and half of the seats in the
Senate being contested. The elections are schedul ed for
May 14; current nmenbers of Congress will reconvene for a
final session in June, and the new Congress will be
seated in July. The current session ends with nuch
unfini shed business; for exanple, the Congress was unabl e
to conplete a budget for 2001 (see above).

Anot her maj or piece of unfinished business is |egislation
to restructure the electric power sector to create a
conpetitive market for generation, anong other things. A
bi cameral conference commttee version of the |egislation
was unabl e to garner enough signatures to push it back
onto the floors of the House and Senate for final

approval. The Enbassy understands that the Bicaneral
version has significant weaknesses that underm ne the
original intent of the bill. The new adm ni stration has
pl edged to consult with "civil society' to rework the
bill; it is unclear if this neans the bill could still be

passed in a special session or during the final session
of the current Congress in June, or if the |legislation
wi |l have to be reintroduced by the new congress in July.

O her key pieces of legislation that fell by the wayside
include a bill to anmend the Central Bank Act, which would
have gi ven the Bangko Sentral ng Pilipinas further powers
to nore effectively regul ate the banking sector, and

| egislation that would shore up the | egal franmework
protecting intellectual property rights. There wll be
no patent protection for plant varieties and integrated
circuits until next session. And a bill that would
strengt hen enforcenent efforts against optical disk

pi racy and anot her that woul d crack down on cabl e

tel evision piracy are both dead.

Al so unfinished were ratifications of WIO agreenents on
financial services and tel ecommuni cations that have been
ki cking around in the Senate since 1998. Supporters of

t he agreenents have not put themto vote out of fear that
they don't have the two-thirds majority needed to pass.
That is because sone senators believe that the agreenents
woul d put Philippine financial sector and



t el ecomruni cati ons conpani es out of business. Wat
opponents of the agreenents nay not realize is that the
Phi | i ppi nes has been steadily liberalizing its financial
services and tel ecommuni cations sectors for sone tine
now, so that the country is already well on its way to
nmeeting its commtnents

However, there was good news for exporters to the
Philippines in the | ast few days of the congressional

session, as a bill that prom ses to nake Phili ppine
custons adm nistration WIO consi stent was sent to the
President for signature. The bill, which the new

President made a last-mnute legislative priority because
she hopes that it will be a boon to governnment revenues,
is supposed to elimnate custons discretion in

determ ning the value of inports and give custons the
right to conduct post-entry audits.

JANUARY YEAR- ON- YEAR | NFLATI ON ACCELERATES TO 6. 9%

The governnment's National Statistics Ofice (NSO
reported that January 2001's consuner price index (CPl)

i ncreased by 0.8% nont h-on-nonth, accelerating slightly
from Decenber's 0.7% increase. That nonth-on-nonth
accel eration refl ected nore pronounced increases in food
prices (mainly in Metro Manila), with the housing and
repairs index also contributing. Oher ngjor indices
general ly posted slower nonth-on-nonth increases than in
Decenber: fuel, light and water (0.4%from 1. 8% ;
clothing (0.4%fromO0.6%; services (0.4%from 1% ; and
m scel | aneous itens (steady at 0.4% . January saw sonme
respite fromfurther fuel-price hikes, with oil firns
pressured to reduce punp prices during that nonth
follow ng softer world price levels the nonth before.

Governnent officials told the Enbassy that a carryover of
Decenber spending into the new year conbined with supply-
si de di sturbances and hi gher costs to push up the
heavi | y-wei ght ed food i ndex (which constitutes nore than
hal f of the Philippines' consuner basket). Cooler
tenperatures, as well as damage inflicted by October and
Novenber typhoons, adversely affected fish harvests. A
cl anp down on cheap chicken inports and on inports of
beef (an offshoot of a trade dispute over Australia's
restrictions on inports of Philippine fruits) also



contributed, as did higher prices for "m scell aneous
foods" (such as coffee, cooking oil, powdered drinks, and
seasoni ngs) .

The CPI increased nmarkedly in year-on-year terns

(reflecting the effect of a relatively | ower 1999 base).
The overall CPlI recorded a 6.9% year-on-year increase in
January 2001 -- conpared with Decenber 2000's 6.6% hi ke

and January 2000's 2.6% Al major indices -- except for
fuel, light and water (up 12.5% the sanme rate in
Decenber) -- posted hi gher year-on-year rates. January

2001's inflation rate marked the highest year-on-year CP
i ncrease regi stered since May 1999. Manufacturers had

i ndi cated over the past several nonths that they were
finding it increasingly difficult to hold off nore
significant price adjustnments as cost-push pressures
(1.e., fromhigher wages, interest rates, transport and
utility rates, and a weaker peso) escal at ed.

The governnent's current goal for full-year 2001 is for
average year-on-year inflation in the 6-7% range.
Econom ¢ pl anners and Bangko Sentral officials expect
inflation to noderate begi nning the second quarter --
aided by a nore stable foreign exchange rate, | ower
donestic interest rates, steadier (if not lower) world
oil prices and, mathematically, by a relatively higher
second-senester 2000 CPI base.

PHI LI PPI NE CONSUMER PRI CE | NFLATI ON
(IN9%

Year - on- Year Mont h- on- Mont h

Jan 2000 2.6 0.5
Feb 3.0 0.4
Mar 3.4 0.1
Apri | 3.7 0.2
May 4.2 0.4
Jun 3.9 0.7
Jul 4.3 0.5
Aug 4.6 0.7
Sep 4.6 0.5
Cct 4.9 0.7
Nov 6.0 1.2



Dec 6.6 0.7

Aver age
Jan- Dec 2000 4.4
Jan 2001 6.9 0.8

Sour ce: Nati onal Statistics Ofice

| NVESTMENTS MATERI ALI ZE W TH NEW BUSI NESS CONFI DENCE

NORKI' S MOTORCYCLE ASSEMBLY PLANT TO REOPEN. Refl ecting
the opti m sm brought about by the new | eadership that has
surged t hrough the business community the Mandaue (Cebu)
Chanber of Commerce and Industry (MCCl) president has
asserted that MCCl nenbers have cancelled all calls for
civil disobedi ence, resunmed normal operations, and wl|
hold off on layoffs. |In particular, Norkis Goup of
Conmpani es has announced the reopening of the Yamaha

not orcycl e assenbly plant that was cl osed in Decenber due
to rising production costs brought about by a weaker

peso. The Cebu business district saw the tenporary

shut down of the 40-year old exclusive assenbl er and

di stributor of Yamaha notorcycles in the Philippines as
one of the nore visible effects of the econom c and
political crisis that swept the country's busi ness
sector.

PETRON TO START WORK ON P6 BI LLI ON FACILITY. Publicly-
listed Petron Corporation sees nore stability in the
forei gn exchange market, and is optimstic for a
heal t hi er 2001 outl ook. Despite a reported net |oss of
P1.1 billion (about $22 mllion) for 2000, Petron is
expected to start construction of a P6-billion ($120
mllion) isonerization plant and a gasoil hydrotreater
early this year. The new refinery units will allow the
firmto produce fuels that neet stringent requirenents of
the Clean Air Act (CAA) that conme into force in 2003 and
2004. The CAA required the total phaseout of |eaded
gasol ine from Decenber 2000, and specified a reduction in
the sul fur content of autonotive diesel to 0.20% and

i ndustrial diesel to 0.30% begi nning January 2001.
Affected by this CAA provisions are the "big three" oi
conpanies with refining facilities (Petron, Shell and
Caltex), and about 18 other petroleuminporters and




distributors. Petron chairman Jose Syjuco has said the
facility would go on |ine by 2003.

Syjuco sees President Macapagal -Arroyo's recently
announced deci sion not to support the creation of the
gover nnent -owned "National O Exchange" (O LEX) as a
hel pful step to fully realizing the benefits oil market
deregul ation. The President has said she was instead
batting for neasures that would i nprove transparency in
fuel pricing. Moreover, establishing an O LEX runs
counter to the governnent's policy of deregulation,

i beralization and privatization, the Departnent of
Energy has repeatedly said. And given the governnent's
bal | ooni ng budget deficit, the new adm nistration sinply
cannot afford an O LEX, which, including physical
facilities and inventory, would initially cost the
governnent about P17 billion (nearly $340 mllion).

DI TEL CROSSING TO LINK THE PHI LI PPINES TO 200 CI TI ES
WORLDWDE. A nmultibillion dollar submarine cable wll
[ink the Philippines to the world and enhance the growth
of electronic commerce and other I T-related services in
the Philippines by the first half of 2002. Gokongwei -
owned Digitel Tel ecommunications (Digitel) entered into a
joint venture with Asia G obal Crossing (AGC) and
Broadband I nfrastructure Goup (Bl Goup) to forma new
conpany. Naned Digitel Crossing, the new venture wll
invest an initial $30 mllion to lay a fiber optic
backhaul network in the Philippines, which will be ready
by the first half of 2002, officials fromthe three
conpani es announced. AGC, a partnership anong 4 obal
Crossing, Mcrosoft, and Softbank will build a pan-Asian
submarine cable network that will connect the countries
in the region to each other and the rest of the world.
The BI Group, an investnent hol di ng conpany focused on

i nternational telecomrunications, wll manage
installation of the infrastructure, inplenment the
backhaul network, and help develop the Digitel Crossing
t el ehouse, which will service the bandw dth requirenents
of different carriers. Bl Goup's Philippine subsidiary
expects to enploy around 13,000 Filipinos to support the
Digitel Crossing project. The local firmbD gitel wll

| everage on its existing network facilities to build the
terrestrial network.




Digitel Crossing, which beconmes part of the worl dw de
A obal Crossing network, will give the Philippines (and
other Asian countries) direct access to nore than 200
major cities in 27 countries. It wll also connect about
50 buildings in Makati's central business district via
fiber optic cable. As Digitel Crossing brings "high
speed capacities" to the | ocal tel econmunications
environnment, a conpany official projects that the

i nproved connectivity of the country to the world wll
make tel ecom services rates nore conpetitive, and new
busi nesses such as call centers and software design to
grow substantially.

NOVEMBER 2000' S NON- PERFORM NG LOAN RATI O AT 16. 23%

The non-performng |oan (NPL) ratio of the Philippine
comerci al banking systemincreased from 15.56%in
Cctober to 16.23%in Novenber — the highest thus far
since the Asian crisis. The overall NPL |level (up by
1.8% or P4.4 billion nonth-on-nmonth) inched up for an

el eventh consecutive nonth while the comrercial banking
systenmis I oan portfolio (including interbank | oans)
contracted by 2.5% (P40.2 billion). By the end of
Novenber 2000, commerci al banks' aggregate non-perform ng
| oans had risen 32.2% (P62.9 billion) fromthe end of
1999 -- much faster than the 0.5% (P8 billion) expansion
in outstanding | oans over that eleven-nonth period. Net
of interbank |oans, the NPL ratio in Novenber was
estimated at 17.9%

Restructured | oans (w thout which NPLs would |ikely be
hi gher) expanded 5.5% (P4.8 billion) nonth-on-nonth and,
as of Novenber 2000, had expanded nore than 66% fromits
end-1999 |l evel. Foreclosed assets increased 0.8% (P1
billion) from Cctober 2000 and were 22.6% hi gher than at
the end of 1999. As of Novenber, non-perform ng assets
(the sumof NPLs and forecl osed assets) equal ed 12. 9% of
the total assets of the commercial banking system

Bankers expressed doubts that NPLs had peaked in
Novenber, noting that higher interest rates and political
uncertainties may have triggered further |oan defaults
and inhibited |oan gromh in nore recent nonths. Looking
forward, however, Bangko Sentral officials point to nore
optim stic business and nmacroeconon ¢ prospects generated



by the recent change in political |eadership — which
could translate to stronger credit growh and a sl owdown
in loan defaults as the year progresses.

Nov Cct Nov
2000 2000 1999

Total Loan Portfolio (TLP) a/ 1,590.9 1,631.1 1,552.1
Non- Perform ng Loans (NPL) 258. 3 253. 7 226.7
Loan Loss Reserves (LLR) 105. 9 105.5 8l.4
Restructured Loans (RL) 90.5 85.8 68. 6
Forecl osed Assets (FA) 120. 6 119. 6 80. 4
Non- Perform ng Assets (NPA) 378. 8 373. 3 307.1
Total Assets (TA) 2,936.1 2,956.9 2,651.7
Ratios (In %

NPL/ TLP (NPL Rati o) 16. 23 15. 56 14. 61
RL/ TLP 5.69 5. 26 4.42
LLR/ NPL 41.01 41. 59 35. 90
LLR/ TLP 6. 66 6. 47 5.24
FA/ TA 4.11 4. 04 3.03
NPA/ TA 12. 90 12. 63 11. 58

a/ Includes interbank | oans

Source: Bangko Sentral ng Pilipinas

BANK MERGER/ REHAB STALLED BY CONTROVERSY

At the end of the week, Bank of Comrerce (BOC) issued a
statenment that the bank remained conmmitted to U ban
Bank's rehabilitation but considered it "prudent to
proceed only if all legal issues are resolved with
finality". Urban Bank (a nedi umsized conmmercial bank)
closed in April 2000 after suffering from heavy

wi t hdrawal s and was pl aced under the receivership of the
Phi |'i ppi ne Deposit |nsurance Corp. (PDIC). Bank of
Comrerce eventually won the bid to acquire and



rehabilitate Urban Bank and signed a nenorandum of
agreenent with Urban Bank directors in June 2000 for a
merger (wth BOC as the surviving entity).

Just a few days before the BOC s | atest statenent, a
February 6 letter to the PDI C and Bangko Sentral

i ndi cated that BOC was ready to inplenent the nerger and
rehabilitation plans as soon as it obtained confirmation
fromthese governnent agencies. PDIC officials estimated
t hat Urban Bank (under BOC managenent) would be able to
reopen in March. The bank had finally obtained the
approval of nore than 90% of its depositors and creditors
— a mpjor condition for the rehab/ nmerger to proceed.

G ven that BOC s change of heart occurred within a matter
of days, Enbassy surm ses that the |latest decision to
proceed nore slowy may have been in reaction to recent
news and devel opnents. During the week, at |east two
congressnen (who both served as prosecutors in then
President Estrada's inpeachnent trial) claimed that the
former Philippine president -- who allegedly had kept
accounts in Urban Bank -- was able to withdraw funds j ust
the day before the latter declared a bank holiday. The
congressnen al so clained that the Bangko Sentral

Provi dent Fund had pre-term nated a placenment with Urban
Bank the day before the bank closed. They accused BSP
Governor Rafael Buenaventura (an Estrada appointee with a
fi xed six-year termunder the BSP charter) of having used
prior know edge of Urban Bank's inpending closure for

t hese parties' undue advantage. |In addition, the
Congressnen all eged that an interbank |oan (involving a
gover nnment bank) may have been used to fund the forner
Phil i ppine president's withdrawal s from Urban Bank.



